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Railroad Accounting Under Government 
Supervision.* 


By M. P. BLavuve rt, 
Comptroller of the Erie Railroad. 
To supervise means more than to merely oversee; it means to 
oversee with authority to direct or regulate. Having this in 
view, I should prefer to confine my remarks to the advisory work 


which has been performed by your Committee on Corporate, 
Fiscal and General Accounts, as well as by the Association in its 
entirety, and leave practically altogether out of consideration 
many points concerning which there has been much said and 
written on the subject of the advisability of government super- 
vision, the scope of such supervision, the question as to whether 
government supervision retards railroad progress and many other 
kindred subjects. It does not, however, prevent me from giving a 
brief history of how your Committee on Corporate, Fiscal and 
General Accounts came to be appointed and the work which it 
has done, particularly in view of the criticisms that have been 
made on this subject. 

My understanding of the matter is, that just prior to the meet- 
ing of this Association at Bluff Point, in June, 1906, the Inter- 
state Commerce Act (as amended), popularly known as the 
“Hepburn Bill,” was passed by both Houses of Congress, and 
the, bill seemed certain to be signed by the President—in fact, 
was approved on June 29, 1906, the last day of our meeting. As 
one of our members had received an intimation from officials of 
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the federal government that in working out the provisions of the 
twentieth section of the act the suggestions of the accounting 
officials of the various railroads of the country would be given 
due consideration, it was deemed advisable to designate a com- 
mittee for the purpose of conferring not only with the representa- 
tives of the Interstate Commerce Commission, but to deal gen- 
erally with state legislation as far as it directly affected railroad 
accounting features. For some time prior to the passage of the 
act there had been under consideration the question of appoint- 
ing a committee to deal with so-called higher branches of account- 
ing. In order that the interests of all the railroads should be 
protected, a committee of twenty-five was appointed, representing 
railroads from all sections of the country, thus bringing into 
existence your Committee on Corporate, Fiscal and General 
Accounts, and when assistance was solicited of the Association in 
connection with the twentieth section of the Hepburn Act, this 
was the committee asked to undertake the task. Only a few days 
elapsed when a call was issued for a meeting of the special com- 
mittee, and pursuant to that call the first meeting was held at the 
Hotel Astor, New York City, on August 16, 1906, at which time 
the committee organized, was addressed by Professor Henry C. 
Adams, who had been designated by the Interstate Commerce 
Commission to consider for the commission the matter of 
accounts, records and memoranda to be kept by carriers subject to 
the provisions of the Interstate Commerce Act, and appointed a 
sub-committee to promptly begin the formulation of disbursement 
accounts. 

It is, of course, understood by all that the work which has 
been done by any of your committees in connection with the 
formulation of a new system of accounts has been merely in an 
advisory capacity with Professor Adams and a number of the 
most important innovations in our new system of accounts were 
originated by him. 

The first work of your committee has in practically all cases 
been undertaken by a sub-committee, which during the first year 
of its work consisted of seven members, but during the last year 
has been composed of nine members. The work of the sub-com- 
mittee has been unquestionably very burdensome and has required 
a greater portion of the time of the members of that committee 
than they could conveniently spare from the duties of the cor- 
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porations which they represented. The various matters proposed 
by this sub-committee were submitted to the committee of twenty- 
five and the final work of that committee, so far as it has gone up 
to the present time, has been before you. 

If there is a thought in the mind of any member of this Asso- 
ciation that it is an easy matter to adopt a “ uniform system of 
accounts ” for railroad companies and have such uniform system 
exactly meet the views of every one, I am certain such member is 
not on the committee named nor has he ever attended one of 
their meetings. Members of this Association know how fre- 
quently a comparatively unimportant question in relation to the 
proper account to which an expenditure should be charged has 
caused a long discussion in the Association and so it has con- 
stantly been at the meetings of your committee, particularly so 
when principles which have stood for many years have been 
changed; and let me here state, that while there have been many 
instances in which Professor Adams has changed his views to 
conform to the suggestions of your committee, there have also 
been many cases in which, while the members of your committee 
have been practically agreed, after much debate, on certain word- 
ing or definitions, their recommendations have been either com- 
pletely changed or materially altered to meet the views of Pro- 
fessor Adams. In a great majority of such instances Professor 
Adams, while expressing his opinion, has said—in fact, his prac- 
tically uniform statement has been—that while he was willing to 
express his views, he did not desire to influence the committee in 
the matter. 

The first work undertaken was the classification of operating 
expenses. To the end that a more clear-cut and accurate state- 
ment of the cost of conducting business as a common carrier could 
be shown, it was thought that all outside interests, such as stock 
yards, elevators, boat lines and other kindred operations, should 
be stated separately and apart from the operations of the railroad, 
so that in one clear statement there would be shown the cost of 
maintaining and operating the railroad as used for the transporta- 
tion of freight and passengers. The Third Revised Issue of the 
Classification of Operating Expenses, as promulgated by the 
commission, was intended to cover the railroad operations, and, 
while materially changed from our former classification of dis- 
bursement accounts, is without doubt a great improvement in 
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many respects. The work is not perfect, but when it is con- 
sidered that it was begun and ended within a year, it occurs to me 
that it reflects much credit on the sub-committee, which had first 
to make the suggestions to the committee of twenty-five ; and par- 
ticularly should the chairman of the committee, Mr. Plant, and 
the secretary, Mr. Phillips, receive praise for the vast amount of 
labor each was called upon to perform in connection with the 
reports of the work of the committee. 

A matter which should not be lost sight of in connection with 
the classification is that it was designed to have as few com- 
pulsory primary accounts as would answer the purpose of fur- 
nishing the Interstate Commerce Commission the information they 
require, in addition to stating the various accounts desired by the 
representatives of railroads from different sections of the coun- 
try, and that all carriers would be at liberty to keep any temporary 
or experimental accounts they desired. In consequence of this 
any of the accounts ordered to be used may be subdivided to 
suit the varying wishes of the officers of any carrier. 

A particular feature which has been the subject of more or 
less controversy during the past year has been the question of 
depreciation on equipment and concerning this innovation there 
has probably been more said and written than in relation to any 
other new departure. I believe that more or less of the objection 
to the item of depreciation on equipment arises from the fact that 
for years many of the ablest railroad executives in the country 
have gone ahead in a most careful way, taking care of their equip- 
ment in exactly the same way that any prudent business man 
would take care of his manufacturing establishment ; that is, dur- 
ing times of prosperity and unusual business activity he would, 
from the profits of such a business period, renew his plant and 
machinery which might have been impaired during times of 
depression but which he was unable during such periods to 
properly maintain, and make such improvements that during 
future times of depression, which are sure to come, he would be 
in position to weather the storm by being able to continue his 
operations at a low cost by reason of the expenditures made dur- 
ing times of prosperity. From many standpoints it would seem 
that a common carrier should be permitted to adopt the same 
business rules as a manufacturer and that during unusually 
prosperous times a company should be permitted to purchase 
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additional new equipment to equalize that which had been worn 
out in times during which the company could not afford to make 
replacement and could further increase its efficiency in order to 
fortify itself against the periodical times of depression. 

To depreciate is to lessen the value, and depreciation is the act 
of lessening or bringing down the price or value. The question 
as to whether or not there should be included in the operating 
expenses of a carrier an estimated amount which will lessen or 
bring down the value of its equipment is a principle, and whether 
the government in its supervisory capacity has the legal power to 
compel carriers to include in their operating expenses such 
amounts as, in the opinion of the respective carriers, will equal 
the lowering in value of its equipment due to wear and tear 
through constant use and the fact that even though properly 
maintained so far as repairs are concerned, it is yearly approach- 
ing the time when, for other reasons, it will no longer be con- 
sidered serviceable, is a question which has received much atten- 
tion by the legal departments of various carriers and may in the 
end be determined by the courts. That there is a certain deprecia- 
tion of the equipment of a railroad seems indisputable, and, from a 
strictly accounting standpoint, if extra costs of operation for each 
fiscal year are to stand by themselves, it would appear that some 
item of depreciation should be taken into account each year and 
that carriers should charge to each year the depreciation which to 
the best of their respective beliefs occurs during that year and 
should not be permitted to take care in the operating expenses of 
a prosperous year of items they are unable to arrange for in years 
of business stagnation. 

It would, therefore, seem that the interests of the owners and 
managers of a property are in direct conflict with the wishes of 
the government in respect to depreciation, and from the stand- 
point of each they are both correct, as one desires prudent, busi- 
nesslike management and the other wishes to know the actual 
cost of operation year by year, neither increased nor lowered by a 
careful management, presumably for the purpose of regulating 
rates through the medium of a knowledge of actual cost. 

The principle of including in operating expenses an amount 
for depreciation is an innovation which has come at a time of 
severe business depression and when railroad companies through- 
out the country generally were making vast expenditures for the 
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improvement of their properties, in consequence of which they 
needed many millions of dollars of new capital invested in them. 
In addition to the requirements of railroads, the commercial ex- 
pansion had been such that the money ordinarily to be had for the 
use of railroads for bettering their properties and for the con- 
duct of the general business of the country was not to be readily 
had and investors became unusually discriminating. The result 
was that under such conditions the new item called depreciation, 
which was in many cases a wholly additional amount, became 
alarming, particularly since business has fallen off and it has been 
necessary to curtail the expense of operation in every possible 
respect. Is it any wonder, then, that under the circumstances this 
particular item as been severely criticised ? 

I do not believe that if the business conditions had remained 
as prosperous during the past year as they had been for a few 
years previous, that the question of including in operating ex- 
penses an item for depreciation would have received the attention 
it has, provided the government makes no attempt to order that 
the account created by writing up depreciation shall be set aside 
in funds to be used only for specific purposes. 

Is it not idle to argue that there is no such thing as deprecia- 
tion? As, under government supervision, as at present ordered, 
latitude is given to the various carriers that they shall state, 
according to their best information, their own percentage of 
depreciation, it would seem eminently fair that carriers include in 
their accounts such rate of depreciation as is considered proper. 
It would appear to me that the latitude allowed in connection with 
the rate of depreciation is one of its strongest arguments, as it is 
the understanding that carriers may be permitted to make use of 
their experience in concluding as to the rate and it should be 
proper in times when a large proportion of equipment is idle for 
extended periods, such as we are now encountering, to reduce the 
rate of depreciation to a lower figure than is used in times of great 
business activity. This plan admits of a certain amount of flexi- 
bility in accounts, and if the government insists on a correct state- 
ment of costs of operation each year, that is about as much 
elasticity as can properly be accorded this important item. 

As against including in operating expenses an amount for 
depreciation, the opposite of the charge being “ Replacement 
Account,” the argument has been advanced that a company might 
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readily become bankrupt, even though it had a large fund for 
replacement. I have thought of this argument carefully and fail 
to see the force of it. A company can become bankrupt while 
having a profit and loss surplus of many millions of dollars pro- 
vided the profit and loss surplus was invested in improvements to 
its property, securities not negotiable or in many other ways and 
then given a period in which it could not earn the cash for its 
fixed charges; but that a company could become bankrupt while 
having the cash in its treasury to meet its obligations, is some- 
thing I have not been able to figure out, and the making of a 
journal entry charging operating expenses and crediting a “ Re- 
placement Account ” neither lowers nor increases the cash balance 
one dollar; it merely lowers the amount which you show to the 
stockholder is to be carried to Profit and Loss or is to be distri- 
buted in dividends, and on the other side of the account lowers the 
value of the equipment by setting up an amount which, if not 
expended for the purpose for which it is created, should merely 
be credited to the account “ Equipment,” as the lessening of the 
value of such equipment. 


I do not understand that it is contended that carriers must set 
aside in funds the amount of the “ Replacement Account” and 
subsequently expend for equipment an equal amount, but that the 
account is a convenient one which does away with the necessity 
of monthly credits to the Capital Account “ Equipment.’”’ Many 
of us have for years had experience in handling a similar account 
and a practice largely in vogue has been to take care of the 
accrued depreciation on equipment at the end of the life of such 
equipment by charging to operating expenses and crediting to 
“ Replacement Account ” the cost or record value of the equipment 
actually put out of service. We probably did not take from our 
cash the amount so credited to the account, but as new equipment 
was purchased we charged to the account a sufficient sum to 
equalize the amount standing to the credit of that account, and 
afterwards charged either to Additions and Betterments, payable 
out of income, or to the Capital Account “ Equipment ” additional 
sums expended for equipment. The difference between that 
method and the one proposed is merely that we took care of the 
depreciation at the end of the life of the equipment, while it is 
now proposed that it be taken care of month by month as the 
estimated depreciation accrues. 
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What I have said about depreciation applies wholly to equip- 
ment, and while I would advocate including in operating expenses 
an amount for depreciation of equipment, in order to determine 
the actual cost of transacting business, I would for many reasons 
oppose any attempt to include in operating expenses any amount 
for depreciation of roadway and structures. While depreciation 
is a lowering of value, it must of necessity be an estimate up to 
the time when equipment or structures are put out of use, and 
although this account can be worked out in the case of equipment 
it would be an extremely difficult matter to make a satisfactory 
working plan covering rails, ties, bridges and other structures. 

I have probably given to depreciation a disproportionate part 
of the time allowed me, but it is an important matter and one 
which is deserving of great attention. 

It is not my purpose to criticise the Classification of Operating 
Expenses as promulgated; the Classification already has a suffi- 
cient number of critics and quite enough unfavorable things have 
been said, but in a very great majority, if not in practically all 
cases, the things which have been written—at least many of those 
which I have seen and I have read a number—have either been 
under a misapprehension or evidently without knowledge of all 
the facts in the case. One of the things which must be borne in 
mind is the fact that the classification as prescribed is intended for 
the use of all the various railroads of all parts of this great 
country. There are conflicting interests, and while there are cer- 
tain things which from the standpoint of the company with which 
I am connected I would like to see changed, at the same time I 
know, through my connection with the work of the committee, 
that there are stronger reasons against doing what I think proper 
than I can urge in favor of so doing; and although it is easy for 
a man located in one part of our country to bitterly criticise the 
classification, he in all probability does so from the standpoint of 
one company alone and without taking into consideration that it 
is “ government supervision,’ which means that the government 
while desiring to give the wishes of the railroads consideration 
requires certain information and insists on having it. 

When the conflicting interests of the companies and the desires 
of the government are borne in mind, I think that nearly all the 
important criticisms which have been made can be readily 
answered, but there is one point concerning which not a great 
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deal has been said, which is also a decided innovation. It is the 
question of “ Hire of Equipment.” I should greatly like to dis- 
cuss the new account, but am at a loss to know where to begin, 
and I think probably the reason this particular account has escaped 
criticism from various writers is that our critics are in a like posi- 
tion to me. It certainly is a wonderful account and great credit 
should be given to Professor Adams for having discovered at 
least one account which has so far escaped attack and, I might 
add, explanation. So much for the Classification of Operating 
Expenses. 

We have been working under the system for eight or nine 
months, and notwithstanding that some think there are too many 
accounts, others that there are too few, yet others think the 
accounts are badly arranged, improper items included in certain 
accounts, badly grouped, improperly worded and a few other 
minor defects, it has been fairly satisfactory; but from my stand- 
point I most earnestly desire that only those changes be made in 
the future that are of the utmost importance, as it seems to me 
the one thing most to be regretted is that the classification was 
made at all. Unfortunately the change came at a time when, on 
account of the business depression, it was of the most vital impor- 
tance to carriers to know the correct comparative details of their 
operating expense, and accurate comparisons have been almost 
impossible, even with a considerable additional expenditure of 
time and money. 

The other work on which your committee has acted in an 
advisory capacity with Professor Adams has been the Classifica- 
tion of Operating Revenues, Classification of Expenditures for 
Road and Equipment and Classification of Locomotive-Miles, Car- 
Miles and Train-Miles. Of these your committee suggested to 
Professor Adams that concerning the Locomotive-Miles, Car- 
Miles and Train-Miles he refer the matter to the Committee on 
Statistics and Accounts of the American Railway Association, it 
being the thought that if questions should arise in connection with 
that order any advice or suggestions in relation thereto would 
very properly come under the jurisdiction of the American Rail- 
way Association. 

There yet remain to be dealt with the Additions and Better- 
ments classification, Income Account, Profit and Loss Account 
and that very important matter, the Balance Sheet. Of the 
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orders not yet promulgated it would be highly improper for me 
to speak, even if I were in position to do so, and until the sugges- 
tions made to Professor Adams become orders of the Commission 
no One is in position to criticise them. 

Permit me to say a few words which I consider of the utmost 
importance in connection with government supervision. The 
work undertaken up to the present time has been in an advisory 
capacity with Professor Adams representing the Interstate Com- 
merce Commission in connection with the twentieth section of the 
Act to Regulate Commerce (as amended), and particularly that 
portion which states: “ The commission may in its discretion pre- 
scribe the forms of any and all reports, records and memoranda 
to be kept by carriers subject to the provisions of this act, includ- 
ing the accounts, records and memoranda of the movement of 
traffic as well as the receipts and expenditures of moneys.” 

When these accounts have been finally prescribed and the work 
of this Association in connection with Professor Adams has been 
to the end that they may be prescribed in as nearly a satisfactory 
form to the carriers as is compatible with the wishes of the Inter- 
state Commerce Commission, the next step will be the further one 
authorized by the same section of the act, reading: “and it” 
(referring to the Interstate Commerce Commission) “ may em- 
ploy special agents or examiners, who shall have authority under 
the order of the commission to inspect and examine any and all 
accounts, records and memoranda kept by such carriers.” 

We realize that during the period a system of accounts is 
under consideration much time must be given to the subject. 
Within a comparatively few years the company with which I am 
connected issued a new Classification of Operating Expenses. 
We were not at that time bound by such strict laws and in writing 
the classification used our best judgment. All the available time 
of several officers, including myself, was given for well over a 
year in an endeavor to get a classification of expenses as nearly 
correct as possible, and even after all the time given it, when the 
classification was finally completed and distributed, a number of 
bulletins were issued changing or amplifying the subject matter. 

Many of you have had similar experiences and the work of 
accounting officers during the past two years in furnishing infor- 
mation and acting with the Interstate Commerce Commission in 
an advisory capacity has been very burdensome. It had to be, 
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even though we had in Professor Adams, of the Interstate Com- 
merce Commission, an unusually considerate man to deal with, 
but as a general proposition railroad accounting officers have been 
overloaded. 

For the past two years I remember but few days when un- 
answered communications from the Interstate Commerce Com- 
mission were not before me which were of such a nature as 
required time and study. There have been times when on the 
Committee on Corporate, Fiscal and General Accounts I have been 
in Washington a week and returning to my office before the work 
which had accumulated during my absence could be undertaken I 
have received other communications from the commission, the 
sight of which for days worried me. Some of the requests for 
information which the carriers have been obliged to collate have 
caused them a vast amount of extra work and few, if any, of us 
are equipped with a sufficient force to readily furnish the data 
which is frequently required by the State and Interstate 
Commissions. 

It should be borne in mind that the Interstate Commerce 
Commission is one of many; in fact, government supervision has 
at the present so expanded itself that we have many commissions, 
all vying with each other in requiring information from carriers, 
and in most of the cases the accounting department must 
furnish it. 

If the Interstate Commerce and other commissions having 
similar authority would exercise the power granted to the Inter- 
state Commerce Commission in the twentieth section of the Act 
to Regulate Commerce (as amended), to “ employ special agents 
or examiners who shall have authority on the order of the com- 
mission to inspect and examine any and all accounts, records and 
memoranda kept by such carriers,” and through them obtain the 
information they desire, I feel that we should all be happier. I 
have no question but that we are all keeping the accounts, records 
and memoranda to the best of our ability in accordance with the 
laws as understood, having nothing to conceal, being willing to 
open wide our doors to the authorized representatives of the 
Interstate or State Commissions, giving every facility for them to 
obtain such data as they desire; and should our accounts not be 
kept in accordance with the orders of the commissions and the 
laws, the sooner we know it the better for all. 
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Inasmuch as railroad accounting officers have for years 
attended to the affairs of the corporations which they serve in the 
way for the best interests of such corporations, it is possible that 
the burden of acting under the supervision of the various commis- 
sions may be more seeming than real and that later on, after hav- 
ing become accustomed to government supervision, they will be 
quite unwilling to have it discontinued ; but at the present time it 
adds greatly to their work and requires that other important mat- 
ters have to be put aside that some data for the several commis- 
sions due on a prescribed date may be on time. Between cor- 
porate duties and time consumed in commission matters, mine has 
been so fully occupied that I have been unable to give the subject 
of my remarks the attention it deserved. 

In closing I feel that I should again remind you of my sub- 
ject, “ Government Supervision,” and emphasize the fact that the 
act authorizes the commission to prescribe the forms of all 
accounts, etc., but does not seem to me to convey any authority to 
regulate the manner in which a company may see fit to dispose of 
its income; and I do not understand that it is claimed by the 
commission that such authority is vested in it, but that the 
accounts shall be so kept (only correct information being con- 
tained therein) that they may be furnished the data which they 
require. It is unfortunate that the commission’s power has not 
been better defined in the act, and I do not wish to be understood 
as, contending that the twentieth section of the Act to Regulate 
Commerce (as amended) has subjected the various classes of 
carriers mentioned therein to government supervision in its 
broadest meaning. 














The Adjustment of Partnership Accounts.* 


By Leo GREENDLINGER, B. C. S. 


Part II. 


To adjust partners’ accounts when the books have been kept 
by double entry: 


Mr. Whatley in his Accountants’ and Bookkeepers’ Vade- 
Mecum states that frequently in a final adjustment of the accounts 
the assets are insufficient to meet the liabilities as well as claims 
of the partners themselves, and in consequence the position of 
affairs will be one of the following: 


(1) Either the assets realized are not sufficient to pay the debts and 
liabilities of the firm in full; 


(2) Or the assets realized are sufficient to liquidate the claims of 
creditors, but insufficient to repay the advances of partners; 


(3) Or the assets are sufficient to pay the debts and liabilities of the 
firm and the advances of the partners, but insufficient to repay each 
partner his respective capital. 


Accordingly Mr. Whatley proceeds to work out various prob- 
lems showing how the adjustment should be made in any one of 
the three possible cases, and adds: 


There is no need here to take into consideration a case where the 
assets realize their full value, for the accounts would be closed in their 
natural order without any difficulty. 

This, however, is not always the case. On the contrary, when 
accounts are adjusted at a dissolution, unless insolvent, (because 
then the partners have no benefit in view over which to raise 
trouble) there will always spring up a number of points over 
which disagreement will arise in adjusting the final affairs. One 
partner may claim that he understood this clause in one way while 
the other will claim a different construction. We will, then, take 
in addition to the cases mentioned the following 

* Submitted to the Faculty of New York University School of Commerce, Accounts 


and Finance in fulfillment of the requirements for the degree of Master of Commercial 
Science. 
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SECOND PROBLEM IN PARTNERSHIP 
ADJUSTMENTS. 


The assets to have realized their full value, but the retiring 
partner to be entitled to goodwill, as stated in their articles of 
co-partnership. 

A., B., C. and D. arranged on January I, 1905, to become part- 
ners in a manufacturing enterprise for a period of five years. 
They signed Articles of Co-Partnership, the latter containing 
among the ordinary clauses incidental to a partnership the follow- 
ing essentials : 


A., B., and C. are each to contribute $5,000, while D. is to bring in the 
sum of $10,000, the combined capital of the partnership to be $25,000. 

Interest at the rate of 6 per cent. to be allowed to any partner whose 
investment may exceed the sum which he is required to bring in into the 
business. On the other hand interest at the same rate is to be charged 
to any partner whose investment is below the required sum. In either 
case these respective debits or credits are to be carried through the Profit 
and Loss Account and adjusted to the partners’ accounts according to 
their agreement as regards the division of profits or losses. 

Each partner is allowed to draw the sum of $100 per month, which 
sum so drawn is to constitute a charge to the Salaries Account. This 
account is to be finally charged up as a loss. 

The profits or losses of the business are to be divided in proportion to 
each partner’s capital and the time such capital was employed in the 
business. 

It is the right of each and every partner to ask for a dissolution of co- 
partnership at the expiration of three years from date hereof, provided 
he gives reasonable notice of such intention to his associates. 

If any member of the firm desires to take advantage of the last men- 
tioned clause, he is entitled, in addition to the net balance shown to his 
actount in the ledger, to a quarter of the Goodwill of the business, the 
latter to be based on the last year’s net profits, and to be one and one-half 
times that sum. 

If a partner retires, the remaining partners are not obliged to pay him 
in cash more than two-thirds of his capital. They may pay the balance by 
giving a promissory note, which shall not run for more than six months. 


The firm of A., B., C. and D. continues in business to Decem- 
ber 31, 1907, when D. expresses his desire to retire. The other 
partners having no objection, an accountant is called in to adjust 
the affairs of the concern and to prepare the proper financial and 
business statements, as well as the respective Capital Accounts. 
Upon examination the following facts are discovered: 

While the books have been kept on the double entry principle, 
the nominal accounts have never been closed, no Profit and Loss 
Statements were ever prepared, and in some instances errors were 
made in charging improperly items to Expense which should 
have been charged to Plant and Machinery, 
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Upon consultation with the members of the firm, the latter 
instruct the accountant to prepare yearly statements of their 
respective standing for the period of their partnership (three 
years) and then to adjust the accounts as per existing agreement, 
subject to the following changes concurred in by all members of 
the concern: 


A reserve is to be created for bad debts, $200.00 per year; a 
reserve is also to be created of $200.00 per year for depreciation ; 
the clause relating to interest charges or allowances is to be 
ignored entirely as the members believe that each partner has 
maintained his required investment. 


The affairs of the concern as disclosed by the books and infor- 
mation are as follows: 


Purchases of raw material during the year 1905 were 
$29,500.00. Included in this, however, is a return sale of $400.00. 
Sales during the same period were $57,300.00. Included in this 
is a return purchase amounting to $200.00. Labor expenses 
were $11,200.00; rent of factory $1,000.00. Other incidentals 
in the manufacture were $200.00. The inventory of raw 


materials was $9,600.00. $1,600.00 was paid in commissions, and 
$450.00 in sundry trade expenses. Rent for office and salesroom 
was $600.00. Salaries were $6,800.00. Repairs and renewals to 
plant and machinery were $275.00. The firm borrowed of the 
bank $5,000.00, on which there was a discount of $150.00. Gen- 
eral expenses, such as stationery, printing, etc., were $455.00. 
The partners’ accounts disclose the following state of affairs: 


A’S INVESTMENTS. 
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B.S WITHDRAWALS. 


September 1 
October 1 


1905. 
February 1 


These withdrawals do not include salaries to which the part- 
ners were entitled; these were paid monthly and charged through 
the Salary Account. 

In 1906 conditions were as follows 

Purchases, $21,700.00. Sales, $61,300.00. Inventory of raw 
materials on hand at the end of the year, $3,700.00. Inventory 
of finished goods, $1,200.00. Labor and wages, $15,400.00. 
Sundry factory expenses, $3,200.00. Salaries, $7,200.00. General 
office expenses, $450.00. An item of $200.00 which properly 
should have been charged to the Plant and Machinery Account 
was incorrectly debited to Selling Expenses. Interest and dis- 
cont on loans amounted to $150.00. Partners’ Accounts 
remained unchanged excepting that the profits were not actually 
withdrawn. These had never been determined, and no nominal 
accounts had been closed. 
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The state of affairs in 1907 was as follows: 

Purchases, $26,800.00. Sales, $58,500.00. Inventory of raw 
materials on hand, $5,200.00. Factory expenses were $16,900.00, 
inclusive of labor, rent, etc. Selling expenses were: 


Advertising 

Rent of salesroom 
Commissions 
Freight and cartage 


General salaries were $7,100.00. General expenses, $400.00. 
Partners’ Account were as follows: 


1906. 
June 1, D. withdrew 
October 1, he reinvested 
March 1, B. withdrew 
March 1, A. withdrew 
August 1, he reinvested 


The condition of Assets and Liabilities on December 31, 1907, 
as disclosed by the books and various data, was as follows: 


ASSETS. 


Plant and machinery 

Real estate 

Cash on hand and in bank 
Bills Receivable 

Accounts receivable 

Horses, harness and wagons 
Investments 

Patents and patterns 


Bills payable 
Accounts payable 


It is required to adjust the Partners’ Capital Accounts and 
to find the amount due by the remaining partners to the retiring 
one. 


SOLUTION. 


As a Profit and Loss Account had never been prepared during 
the existence of the partnership, our first step must be that of 
preparing a Profit and Loss Account for the respective years of 
the partnership, and to take into consideration the various points 
covered by the agreement, not forgetting the amendments made 
with the consent of all. 

Accordingly we prepare the Profit and Loss Account shown 
on the preceding page. 
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Having ascertained the net profit for this year (1905) we 
have to allocate the same in accordance with the partnership pro- 
vision as well as in accordance with the amended clause. 

This clause, it will be recalled, provided for a yearly reserve 
of $200.00 against bad debts, while the agreement proper called 


for the adjustment of the net profits according to the capital 
invested and the time that such capital had been used in the 


business. 


Lisle in his Accounting in Theory and Practice gives the fol- 
lowing rule in regard to such adjustment: 


To divide the profits of a co-partnery according to the amount of each 
partner’s capital and the time it has been in the business, multiply the 
sums on the credit side of each partner’s account by the portion of time 
from the date of payment to the close of the account, and deduct from the 
sum of these products the sum of the products of the debit side formed 
in the same way. This will give the products (net) for each partner, and 
the profit to be allocated should be divided according to these products. 


Following this rule we have the result shown on the preced- 
ing page. 
Hence, 


— 492500 X14,070==2,827.71; wn X 14,0703,199.02; 





246,300 246,300 
= ii . 98,500 aa 
246,300 X14,070==2,416.42; 346,300 X14,070—=5,626.85 


making the respective shares as follows: 


Bi ct vi ndvebence cunvetrricedetisabbividdessueheoeas $2,827,71 
Dh. sekaandcokeesdesndbed acne bode bieweies bisdeinnss 3,199.02 
a cclgiard oid aint apsx'atido ousdce Wea ele A aus i all bre cena 2,416.42 
Th debe shosiencdicecthvesinanssesesambeddasetuslenl 5,626.85 


We are now prepared to arrange the Profit and Loss Appro- 
priation Account for 1905 as shown on page IOI. 

We proceed then to determine the results of the operation for 
the next year (1906) and prepare the Profit and Loss Account 
for 1906 as shown on page 102. 
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Observing the same method for the present (1906) year, we 
add to the previous balances (shown in 1905 to the Capital 
Accounts) the profits allocated to each partner’s account, and we 
find the following results: 


. is entitled to 
. is entitled to 
. is entitled to 
. is entitled to 


of the total net profits, available for allocation among the part- 
ners as per agreement. We prepare then the Profit and Loss 
Appropriation Account for 1906 on page Io!. 


The next step in our solution is to determine the result of the 
operation of the year 1907. Following the former routine we 
prepare the Profit and Loss Account for 1907 shown on page 103. 


In accordance with our adopted rule we take into considera- 
tion the various shiftings that take place with regard to capital, 
and arrive at the following results: 


A. is entitled to 
B. is entitled to 
C. is entitled to 
D. is entitled to 


of the total amount of the net profits available for allocation. We 
have then the Profit and Loss Appropriation Account for 1907 
as shown on page IOT. 


From the data given we are able to verify these results by pre- 
paring a financial statement, which will show the Balance Sheet 
and Partners’ Capital Accounts (page 105 to 109, inclusive). 


In accordance with the provision in regard to goodwill, we 
would make the following journal entry: 


CY 6.0.6 ob sek dk nbs bactacade ineheks $2,100 


For one-quarter of the total value, credited 
to D.’s account as per agreement. 


For his share in the total value of good will, based, 
per agreement, at one and one-half times the sum 
of last year’s (1907) net profits. 
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which entry when posted will show the retiring partner’s account 
as follows: 


D’S CAPITAL ACCOUNT. 


1908. 
January 1, By Balance. $16,151.76 
January 1, By % share 

of total valuation of 

REE. 86s canverces 2,100.00 


The retiring partner is therefore entitled to the sum of 
$18,151.76, to be paid in accordance with the agreement. 


There is no necessity for proceeding, as Mr. Whatley states, 
to work out the various possible cases (page 93), for the simple 
reason that in any of the mentioned instances there is a deficiency. 
A deficiency of capital should, and must, be treated as a loss, 
which is to be borne according to the provision the partners have 
made with regard to sharing profits or losses. 

Let us assume that, for the purpose of dissolution, an 
appraisal and revaluation of all affairs is made, and assume that 
the liabilities remain unchanged, but the actual realizable value 
of the assets (after taking into consideration the reserves) is as 
follows: 


BE. civccinty awokndaecneninehs cob omenial $6,570.00 
BINGE . k.n55.000 0s 60n0ne0bcssccnetl 1,000.00 
ED «5. duc covksarnneduwaae 16,000.00 
Accounts receivable ...........ccccce. 18,500.00 
IS fo tht d poh oposen-e aie ak A 2,200.00 
Horses, harness, etc.................. 800.00 
Patents and patterns................. 600.00 
Pient and machinery.........cccccces 900.00 


$46,570.00 


As our former balance sheet showed a total of assets amount- 
ing to $92,170.00, we have a deficiency of capital to the extent of 
$45,600.00, which deficiency is to be adjusted among the partners 
according to the original provision of dividing profits or losses 
im proportion to the capital invested, and according to the time 
such capital has been employed in the business. 

Suppose that the firm dissolves, and sells the assets as per 
valuation, entailing a cost on the realization of $500.00, we would 
then prepare a Realization and Liquidation Account and Partners’ 
Capital Accounts as shown on pages 111 and 112 respectively. 
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The Adjustment of Partnership Accounts. 


This state of affairs, showing a sudden shrinkage, is, of course, 
rather strained, but for the purpose of illustrating the adjustment 
of Partners’ Accounts under such conditions it is permissible. 
We will then adjust this shrinkage in proportion to the last bal- 
ance on each partner’s account. 

The total capital, as per balance sheet, was $44,170.00, while 
the total deficiency was $46,100.00, hence the loss per cent. is 
104.3609. 

The respective Capital Accounts will accordingly appear as 
given on the preceding pages, showing the amount each partner is 
to contribute to make up the total insolvency of $1,930.00. 


This treatise may not be exhaustive enough to enable an 
accountant to find in it material covering every detail that may 
arise in adjusting partnership accounts; yet the writer will have 
attained his end if it serves the practitioner as a general guide 
for this class of accounts in the cases that are of more frequent 
occurrence. 
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The New Classification of Electrical Railway 
Expenses. 
By WILLarp Hussarp Lawton, C. P. A. (Penna.). 


Late in February several hundred electrical railway account- 
ants were thrown into a state of exasperation and dismay on the 
receipt of Circular No. 20 from the Statistician of the Interstate 
Commerce Commission. This circular contained for their expert 
consideration a new classification of operating expenses and 
capital expenditures based on the classification already in use by 
the Commission for steam railroads. All the experience of 
twenty years of electrical operation of railways was calmly 
ignored, and, so far from any attempt to conceal the fact that it 
was the steam road classification which the Commission wished 
to force upon the electric roads, the officers of the latter were 
somewhat humorously (whether intentional or not) invited to 
send for a copy of the steam classification if they were not 
familiar with it! Briefly the circular proposed the (1) divisions 
of all the electric railway companies into two classes based on the 
amount of annual revenue, $50,000 being the suggested line of 
demarcation: (2) for all companies below the limit a simple classi- 
fication divided into five General and twenty-two Subgeneral 
accounts: and (3) for all above the limit the same General and 
Subgeneral accounts with the latter further sub-divided into 116 
Primary accounts. For all companies, large and small, the same 
capital accounts were proposed, sixty-two in all. For the benefit 
of those accountants who may not be familiar with the present 
Standard Classification used by the electrical railway companies, 
and to explain why the circular caused such an uproar, I will 
state that there is but one classification for all companies alike, 
consisting of thirty-nine operating accounts (increased to fifty at 
the last annual convention to provide for interurban needs), and 
but fifteen capital, or construction, accounts. 

The response to the circular was prompt and most vigorous. 
Moved by the unanimous protest of nearly three hundred electric 
railway accountants, Professor Adams, in charge of the Division 
of Statistics and Accounts, held another conference in May with 
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representatives of the American Street and Interurban Railway 
Accountants’ Association and of the Public Service Commissions 
of New York State, at which the tentative classification originally 
proposed was considerably modified and made to conform more 
nearly with electrical railway experience. 

While our brethren in charge of the accounting of electrical 
railway companies are most vitally affected by this circular, there 
are probably many public accountants, and will in the future be 
very many more, to whom a brief review and criticism of this 
famous circular will be of interest. There is not, to be sure, a 
very large practice among electric railways for the C. P. A. 
fraternity at present, most companies preferring to have their 
own auditors on salary, but the tendency of the times is toward 
independent audits by public accountants, and the time will 
undoubtedly come when the public will not be satisfied with 
anything short of statements verified by certified public 
accountants. 

It is impossible in an article of this kind to go into an exhaust- 
ive analysis of the Commission’s proposed classification and sys- 


tem, but there are a few salient points that will engage the 
attention of the student. 
(1) The modified Classification proposes the division of all 
electric railway companies into three classes, viz. : 
Class A. Annual Gross Revenues—$1,000,000 and over. 
Class B. Annual Gross Revenues—$250,000 to $1,000,000. 
Class C. Annual Gross Revenues—under $250,000. 


For all companies there are provided five General Accounts, 
which are sub-divided into Primary Accounts ranging from thirty- 
six in Class C to eighty-eight in Class A, as follows: 


General Accounts. Primary Accounts. 
A. B. be 
Nos. Nos. Nos. 
I. Maintenance, Way and Structures 1-28 I-12  I-7 
II. Maintenance, Equipment 13-21 8-15 
III. 22 16 
IV. Conducting Transportation 23-43 17-27 
V. General and Miscellaneous 44-58 29-36 


A statement of the accounts provided for Class C will give a 
general idea of the scope of the classification. 
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I. MAINTENANCE, Way AND.STRUCTURES. 


Superintendence of Way and Structures. 
Maintenance of Way. 

Maintenance of Electric Lines. 
Maintenance of Buildings and Structures. 
Other Operations—Debit. 

Other Operations—Credit. 

Depreciation of Way and Structures. 


II. MatntrENANCE, EQUIPMENT. 
Superintendence of Equipment. 
Maintenance of Power Equipment. 
Maintenance of Cars and Locomotives. 
Maintenance of Electrical Equipment of Cars and Loco- 
motives. 
Miscellaneous Equipment Expenses. 
Other Operations—Debit. 
Other Operations—Credit. 
Depreciation of Equipment. 








III. TRarFric. 
Traffic Expenses. 


IV. ConpuctTING TRANSPORTATION. 


Superintendence of Transportation. 
Power Plant Employees. 

Substation Employees. 

Fuel for Power. 

Other Power Supplies and Expenses. 
Power Purchased. 

Power Exchanged—Balance. 

Other Operations—Debit. 

Other Operations—Credit. 
Conductors, Motormen and Trainmen. 
Miscellaneous Transportation Expenses. 


V. GENERAL AND MISCELLANEOUS. 
General Expenses. 
Other Operations—Debit. 
Other Operations—Credit. 
Injuries and Damages. 
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32. Insurance. 

33- Stationery and Printing. 

34. Store and Stable Expenses. 

35. Rent of Tracks and Terminals. 
36. Rent of Equipment. 


The above may be termed Subgeneral Accounts in a way, the 
Primary Accounts of the other two classes being merely sub- 
divisions of the Primary Accounts of Class C. 

For all the companies the same capital, or construction, 
accounts are provided, viz.: 


General Account. Primary Accounts. 
Nos. 
Be ME are Nd bbe i edie iedeb ates I-32 
UE a deccteeslels. .Vaxubeia 33-37 
III. General Expenditures ............... 38-42 


It will be noted that the modified classification shows a con- 
siderable reduction in the number of accounts for the large com- 
panies, though the number for the small ones is increased. This 
would work a hardship on the large companies, but that the Com- 
mission has provided that as long as reports to the I. C. C. are 
made on the bases prescribed for each class the companies are at 
liberty to keep such additional sub-accounts of each of the Primary 
Accounts as they desire. 

In submitting the proposed classification the first question the 
circular asks (after a few preliminary questions, the object of 
which is shrouded in mystery as yet) is on the advisability of so 
dividing the companies into classes. This is a point on which 
all public accountants are entitled to express an opinion, whether 
actively engaged in railway work or not. The writer is unable 
to see any benefit whatever to be derived from such a division, 
and does see serious objection. The object of the Commission 
is not only to “regulate” the companies, but also to obtain 
statistical information for the use of the government, the public, 
and, presumably in all fairness, for the benefit of the roads them- 
selves. It is difficult to say just what proportion of the electrical 
railways of the United States have revenues of less than $250,000, 
but the number is large, probably 80 per cent. at least. With that 
proportion giving only the barest general information in the 
schedule above stated, of what earthly use will be the statistics of 
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more detail collected from the other 20 per cent.? Take a concrete 
instance: In one State there are two companies in Class A, and 
one hundred and thirteen in Class B and C; the latter use ties to 
the value of may times as much as the two large ones; yet the 
Commission’s statistics as to the number and amount of ties used 
in that State will be based entirely on the experience of the large 
companies, which being urban companies will use very few at all 
comparatively speaking. 

In one sense our profession is founded on “ evil that good 
may come.” If books were never “ doctored,” if false or ignorant 
entries were never made, our occupation would be gone. Never- 
theless as physicians fight for better sanitation, for better observ- 
ance of the laws of health, for everything in fact that tends to 
make their services needless, so I believe it should be our aim to 
fight any administrative proposition that tends to offer tempta- 
tion to railway managers to conceal facts. Any accountant who 
has ever had anything to do with the U. S. Customs is well 
aware of the shifts and evasions resorted to for the purpose of 
entering goods of one class in another at a lower rate of duty. 
The old story of the lawyer who received an enormous fee from 
a well known merchant for his suggestion to run a thread of 
cotton through silk goods in order to get the latter in as part 
silk and part cotton is a case in point. Similarly it would be too 
much to expect of human nature to suppose that the manager or 
chief accountant of a small company whose revenues are approach- 
ing the limit would not resort to methods which would keep the 
revenues below the limit, such as crediting real revenue receipts 
to “refunds” on operating accounts, holding back part of the 
daily receipts at the close of the year, etc. All this would be 
destructive to scientific and accurate accounting. The Commission 
would soon find a surprisingly large number of companies in each 
class with revenues just a little below the limit and apparently 
unable to grow beyond it. When the persistence of this remark- 
able fact aroused suspicion, as it certainly should if for a term 
of years the majority of companies showed apparently no growth 
at all, the Commission would find it necessary to employ a large 
and expensive staff of detectives to ferret out and punish such 
infractions of the law. Of course, it is to be understood that the 
writer does not urge this argument per se as a good reason for 
opposing this division of companies: one might with equally good 


‘ 
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ground oppose the prescribing of any forms of accounts what- 
ever by the Commission. But the fact remains clear that if the 
Commission wants true and accurate reports upon which to base 
valuable statistics, it must secure the hearty codperation of the 
companies. It will not get it by prescribing arbitrary conditions 
for which there is no good reason in practice. 

The reason of the Commission’s proposal is that it would be a 
hardship on the small company to compel it to adopt the classi- 
fication proposed for the large company, entailing a needlessly 
large accounting staff, etc., but it seems to the writer the Com- 
mission’s logic is faulty. Why will it be any the less a hardship 
for a company with revenues of $250,001 than for one with 
revenues of $249,999? 

(2) There are many points of detail that call for more or less 
criticism, but the limits of this article must confine us to a brief 
mention of a few of the most striking. Under the general account 
of Maintenance Ways and Structures the classification provides 
primary accounts for Cleaning and Sanding Track, and Removal 
of Snow, Ice and Sand. Clearly these should be placed under 
general account Conducting Transportation. The work embraced 
in them is purely to facilitate the movement of cars, not to pre- 
serve the track. One might as well insist that lubricants for- 
power machinery and cars should be considered as maintenance. 

The numbering of accounts might have been done in a little 
more scientific manner. As it stands now when a company moves 
from Class C to Class B the matter of making comparisons with 
past years is always going to cause more or less confusion owing 
to the same numbers being used for different accounts. It would 
have been better to have adopted a fixed number for each account 
in the order named in the classification ; then each class would use 
only the numbers provided for it. This would simplify greatly 
the work of the Commission itself in making general comparisons 
of Primary Accounts on the basis of Class C. 

‘While the Classification provides for Operating Revenues 
(which is not given here through lack of space), Operating 
Expenses and Capital Expenditures, there is no provision made 
for such clearing accounts as Taxes Accrued, Supplies Account, 
and the like. It is to be presumed, however, that these are taken 
for granted, for the members of the Accountants’ Association, at 
least, were fully aware that such accounts are absolutely necessary. 
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It brings out the fact more clearly, however, that when a govern- 
ment undertakes to prescribe rules and regulations it is assuming 
a very large job. Under the Interstate Commerce Act the Com- 
mission is empowered to prescribe forms of accounts for common 
carriers, and to insure the enforcement of its mandates the law 
further prescribes heavy penalties not only for failure to obey, but 
also for keeping any other accounts save those so prescribed. A 
fine point, perhaps, yet when one considers the Standard Oil and 
similar cases, one wonders if the path of the electric railway 
accountant in the future will not be filled with snares and pitfalls 
for unwary feet. 

(3) A very interesting point to public accountants is involved 
in the classification of capital expenditures in a note to Account 
No. 61, “ Interest and Commissions,” of the original circular, and 
which apparently remains in force under Account No. 39 of the 
modified, which peremptorily forbids the charging under this ac- 
count any discounts on securities issued for construction purposes, 
nor shall they be “considered as a proper charge against con- 
struction.” Yet legal expenses, taxes and damages may be 
charged to construction accounts, and to the very account in 
question may be charged interest on bonds prior to the actual 
opening of the road for business, as well as commissions paid on 
securities sold. The result will probably be that all bonds will be 
taken by underwriters at par, but the commissions to the under- 
writers will be very heavy! 

. (4) Criticism is generally ungrateful work, so the writer wel- 
comes with pleasure the opportunity to record his hearty apprecia- 
tion of two features of the circular at least, viz.: (1) the proposal 
to have a uniform system of accounting for all electrical railways, 
an end toward which the American Association has been working 
for years, and (2) the proposal to take into account the question 
of depreciation. It is unnecessary to elaborate on the manifest 
advantages of the idea of uniformity to public accountants. We 
all readily understand the immense value of having a standard 
for comparison to the investing public, the taxing authorities and 
to the companies themselves. 

To the majority of railway accountants the idea of deprecia- 
tion will not be entirely welcome. Few companies are in good 
position to adopt the principle to-day without serious hindrance 
to their dividend paying powers. But it must come. Up to the 
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present time the usual history of electrical railways has been 
organization on too little or heavily discounted capital, operation 
for a time with good dividends to the stockholders, and then, 
when the inevitable wear and tear makes the renewal of costly 
rolling-stock and power apparatus necessary, failure of dividends, 
failure to earn interest, foreclosure, and reorganization or con- 
solidation on, what must be admitted sorrowfully, excessively 
high valuation of properties. The time is coming, if it is not 
already here, when this sort of thing must cease. New capital 
cannot always be readily obtained on such terms as reorganization 
usually offers. The earnings of the companies must provide for 
the renewal of worn-out equipment as well as its maintenance. 
All these facts are so well known to public accountants as to be 
mere platitudes, yet it is astonishing how few electrical railway 
companies, even though they admit the necessity, are willing, or, 
in many cases, able to take the drastic steps necessary to put 
themselves on a sure basis for the future. 

It is no doubt in recognition of this trouble that the Com- 
mission states in its circular that for the present the deprecia- 
tion accounting wil! not be insisted upon, unless ordered by 
a State Commission having jurisdiction over the major portion of 
the corporation’s business. Undoubtedly if it were there would be 
widespread failure among the electrical railway companies, but 
reorganization would probably be upon a better basis, so that the 
ultimate result would be for the good of the stockholders. But 
the handwriting is on the wall and it will be a very blind manager 
or director indeed who does not understand that the Commission 
will sooner or later proceed to enforce depreciation charges. 
Thoughtful and conscientious railway and public accountants will 
do well to turn their serious attention to the study of this problem, 
that when the time comes there will be some well defined plan to 
lay before the Commission, lest the companies be confronted with 
arbitrary rulings which might have disastrous results. For, bad 
as it is, railway accountants can comply in greater or less measure 
with the proposed classification, but the best accountant in the 
world could not stave off the inevitable consequences of an 
excessively high depreciation charge. 

After the nightmare engendered by the classification originally 
proposed the modified one will probably be hailed with relief and 
acclamation by electrical railway accountants. While by no means 
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satisfactory to all they will hope for improvements in the future 
despite the proverbial inertia of government bureaus. Great 
credit is certainly due to the unwearying efforts of the representa- 
tive accountants at Washington, who have accomplished what 
appeared a hopeless task at the outset. Whether the various 
State Commissions will support the I. C. C. by adopting this pro- 
posed classification remains to be seen. If they do, as it is to be 
hoped they will, the final step will seem to have been taken to 
secure uniformity of accounts. 





Simplicity in Municipal Accounts. 


Important steps looking to greater uniformity in the accounts and 
reports of the municipalities of the country were taken at a meeting in 
Washington, D. C., on May 22, 1908, of the Committee on Uniform 
Accounts and Reports of the League of American Municipalities. The 
committee’s action will be submitted to the national convention of the 
League of American Municipalities to be held in Omaha, Neb., in 
September, for its approval. 

Committees were appointed requesting the Municipal Bureau of Re- 
search of New York City to make recommendations and a report for a 
uniform schedule for city budgets; to submit suggestions on the question 
of making the calendar year the fiscal year in all cities; to confer with 
officials of the Census Bureau and other bodies with a view of perfecting 
and making more effective the present system of keeping accounts and 
rendering reports in the various municipalities, and also to work out a 
complete report and recommendations of schedules for uniform reports. 

General discussion of the subject showed unanimity of opinion among 
the members for greater uniformity and simplicity in municipal accounts 
and reports. It is the desire of the committee to have municipal authori- 
ties render their accounts and reports in such a manner that anybody can 
understand them. 

The meeting was presided over by Chairman Hugo S. Grosser, of 
Chicago, formerly city statistician of that city. Among the cities repre- 
sented were New York, Baltimore, Charleston, Detroit, Duluth, Phila- 
delphia and St. Paul. 
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Measures for Banking Reform. 


By CuarLes W. MixtTeEr, 
Professor of Political Economy in the University of Vermont. 


Part II. 


A FLexis_e Crepir BANK Note CurRENCY—SECURITY FOR ITS 
SAFETY. 


The present system of bond-secured bank note currency 
(government guaranteed certificates virtually not real bank notes) 
is safe just as the solid wooden wheels of a Mexican cart are safe. 
It is also just as inefficient, and should be abandoned out of hand. 
It should be thrown overboard absolutely and without hesitation 
or misgiving. Any currency reform (the bank note part of 
currency reform) which consists in patching up the old bond- 
secured system—getting something fancy in solid wheels—has 
had its day. A bank, under any sort of system of banks, should 
be allowed to use its credit just as freely in the form of circulating 
notes, as in that other form of bank credit, the deposit.* Its 
reserve should apply both to notes and deposits equally; that is, 
it should be a true liquid reserve or “cover” for both alike. 
Both sorts of liabilities should, of course, be paid over the bank’s 
own counter on demand, as long as the bank remains solvent. 
When it can no longer do that, the bank has become insolvent— 
it has incurred bankers’ insolvency—and its doors should be 
closed. 

To specially safeguard the note-holders, for certain well- 
known reasons, a “ safety fund ” (not a part of the reserve, or to 
be called reserve)} should be established for each class of banks, 
to be made up by contributions from the several banks levied pro 


* That is, freely within the limits imposed by appropriate general safeguards. Bank 
credit in neither form should be permitted to be used to purchase any form of securities 
other than short term business paper. A bank may properly invest its own capital and 
surplus in stocks and bonds, and in call loans, but not its credit. In other words, a bank’s 
total demand liabilities—both notes and deposits—should not be allowed to exceed its re- 
serves together with its holdings of discounted commercial paper—that is, real commer- 
cial paper founded on wealth creating processes, not so-called accommodation paper. 

tThe philosophy of “‘reserve’’ and “‘safety fund" should not be confounded, as they 
often are. A “‘reserve’’ is a thing for banks which are going concerns to use; it is a thing 
which helps to keep them going, A “safety fund” is a thing which is of service when for 
any reason a bank ceases to go; it is a thing for the receiver of a failed bank to use to pay 
off preferred creditors without delay. 
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rata according to their outstanding circulation. This fund 
might be properly 5 per cent. of the total circulation as in Canada. 
It should be managed under standing law by a committee of 
bankers, not by the Government; and the notes of any failed 
bank should be due to be paid at once out of it. The Govern- 
ment hereafter should govern, not bank; it should guarantee 
good laws and their enforcement, nothing else. 

The general public, under such a plan as is set forth above, 
cannot possibly lose a cent on the circulating notes of failed 
banks. So much for that. To safeguard in addition the well- 
managed banks in any class from excessive assessments to main- 
tain the “ safety fund ” drawn upon by reason of the misdeeds of 
other banks of their class, (and for this purpose at any rate they 
should be put into separate classes), it should be further provided 
that the notes after redemption by the committee in charge of the 
safety fund shall constitute a first lien on the total assets of the 
failed bank or banks. Under a system of banking provided with 
proper general safeguards, few, if any, failures will be so bad that 
the total assets will not cover at least the notes in full. These pro- 
visions respecting the establishment and administration of a 
“ safety fund,” together with the statistical data behind the sug- 
gestion, remove wholly a common objection on the part of bank- 
ers to the safety fund plan. It was a fallacious objection at best, 
for good banks everywhere and always suffer by reason of the 
sins of bad banks. You cannot get away from that moral law in 
any department of human life. A scheme of flexible, really credit 
bank note issue, thus secured as to both current redeemability and 
ultimate redeemability, would be perfectly safe and serviceable. 
It would be a financial wagon with a good, sound, civilized set of 
wheels; with hubs, spokes, fellies, and tires. You could haul a 
decent sized load on that wagon, not only without its breaking 
down, but with something less than ten horses to draw. But the 
matter of adequate real reserve for bank notes under this scheme 
is not to be overlooked, nor its importance minimized. Because 
the ultimate redeemability of credit notes must be specially pro- 
vided for by means of a first lien on the “- safety fund’ in the 
interest of the general public, and on the total assets of the failed 
bank in the interest of the custodians of the safety fund, is no 
reason why the current redeemability should not be provided for 
just as fully as is the currrent payment of deposits. The expres- 
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sion “ asset currency,” often used to designate the project of law 
described above, is inexact and blundering. We have in the bond- 
secured bank circulation an “asset” currency of a sort already. 
Also the “emergency currency ” proposed by some to be issued 
against three-fourths of the value of bales of cotton lodged in 
Government depositories, would be an “asset” currency. This 
is a phase of a characteristic failing in the thought of Americans. 
We rely for national military defense, for example, upon an asset 
army. 


THE EssENTIAL MEANS FOR SECURING THE FLEXIBILITY OF A 
Crepir BANK Nore CIRCULATION. 


The flexibility or elasticity of a credit system of bank note 
issue consists in two things—first, ready expansibility; and 
second, automatic contractibility. The expansibility takes care of 
itself if the banks are left free to issue their notes as business 
requirements demand. The contractibility will also take care of 
itself in a country like Scotland or Canada (or in New England 
in the days of the Suffolk Bank System), where there are a few 
large banks, each anxious to protect its share of the field of cir- 
culation. Under these conditions there is a sufficient motive 
coming voluntarily into play for each bank in the system to send 
home promptly for redemption the notes of all other banks it 
receives. But where there is a system of many banks as at pres- 
ent in the United States, this motive of self-interest does not 
work with sufficient force to be effective, and a law must be 
enacted that no bank shall pay out the notes of any other bank. 
This feature of a flexible currency scheme is absolutely essential. 
Any plan for an elastic bank currency, whatever its other details, 
will fail if this feature is left out. In both the Hepburn and 
Fowler reports, and also in the Fowler bill, there is absolutely no 
mention of a rule, either compulsory or voluntary, under which 
the banks shall each abstain from paying out the notes of other 
banks. Our banker mechanics would make a hub, felly and 
spoke wheel, without the tire. 

One the other hand, the enforcement of this simple rule of 
non-reissue is enough to secure full contractibility, without any 
further compulsory check or penalty. A tax or fine is the proper 
means to employ to keep banks from “staying below the re- 
serve,” but not for the purpose of insuring contractibility—as is 
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recommended in both the Hepburn and Fowler reports. There 
has been much misapprehension in many quarters on this point. 
There should be, it may be remarked in passing, no tax on bank 
note circulation for mere purposes of revenue. Why tax the 
people’s money? Why put any restraint upon the life blood of 
commerce? As evidence of what worlds away from the proposed 
scheme our present practice is, we have only to observe that 
under the existing law only a certain fixed amount of notes (an 
absolute, not proportional amount) may be retired in any one 
month. 

To facilitate the working of the contractibility side of an 
elastic currency, Assorting Houses should be established at con- 
venient points; that is, the principle of “central redemption” 
should be applied. Through these last named institutions, the 
whole mass of bank credit, as well as that of each individual bank, 
circulating in the form of notes, would be constantly, day by day, 
put to the test of redemption, just as now the general mass of 
bank credit in the form of deposits, and that of each bank in 
particular, circulating by check, is constantly put to the test of 
payment by the settlement of balances at the Clearing House. Of 
course each individual bank would pay both its notes and its de- 
posits over its own counter, if cash is demanded, as at present. 
Under the new plan notes would expand at crop-moving time; 
would find their way presently into the tills of the merchants; 
before long would be turned into the banks where the merchants 
keep their accounts; and then would be sent home, either to the 
issuing bank or to the nearest Assorting House, and presented for 
redemption. They would disappear from circulation after having 
performed their function by a rather ephemeral existence, just as 
now is the case with checks, and the individual expanding and 
contracting deposit accounts behind the checks. 

Such flexible credit currency would not be, as the term is com- 
monly understood, an “emergency currency”: it would be for 
daily use. The emergency-meeting power of the system proposed 
consists in both flexible deposit creation and flexible note issue, 
together with the provision of an elastic limit as to reserve in 
place of the present dead-line. Little emergencies should be met 
automatically and quickly in the ordinary course of business, and 
the big ones should never come at all. There has been much incon- 
sequential talk about “ emergency currency.” One seems to take 
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it for granted that every now and then the horse will be stolen 
from the stable, and that consequently there should be some 
up-to-date device for sending promptly for the police. Under the 
general scheme set forth in this paper, or any other scheme con- 
taining the essential elements of soundness, there would be no 
“emergencies ” such as in the past Americans have regarded as a 
part of the natural order of things. But while it indicates some 
degree of error in attitude of mind to talk of “ emergencies ’” and 
“emergency currency,” it is a downright blunder in principle to 
propose, as is done by some, to tax a so-called emergency credit 
note issue “ progressively ” as to its amount. Not the amount to 
which banks “ go below the reserve,” but the length of time they 
“stay below ” should be taxed or fined progressively. It is not 
desirable that the banks should be timid about taking relief meas- 
ures when such are needed, and they alone can be the judges both 
as to occasion and quantity. If there is need to act at all they 
should be free to act with decision and with full amplitude of 
power, because it frequently happens in all departments of affairs 
(as for example, in the case of the first Cleveland bond issues) 
that “small measures do not produce small effects; they produce 
no effect at all.” 

Under the plan of credit bank currency here proposed, more- 
over, there need be no fear of inflation. There cannot be such a 
thing as an inflation of the currency of any country by bank 
credit, as long as there is ample reserve and the unremitting test of 
current redeemability.* At the time of the Parliamentary Com- 
mittee investigation which led to the famous “ Bullion Report ” 
of 1810, the bankers under examination said, that there could be 
no inflation of the currency (depreciation of bank notes) as long 
as the managers of the issue were very careful (as they them- 
selves had always been) to discount prime commercial paper only. 
Theirs was an “asset currency ” idea; and there was a deprecia- 
tion of the bank note even at that moment. Bagehot quotes from 
the testimony of the governors and directors of the Bank of 
England before this committee and makes the comment: “ Very 
few persons perhaps could have managed to commit so many 
blunders in so few words.”+ Others, better informed, maintained 


* It is wholly illogical and unnecessary, although there is the precedent of Canada, to 
limit the notes of a bank by the amount of its capital. Such a limitation distracts atten- 
tion from the principle. 


tLombard Street, Works, Vol. V, pp. 115-118. ‘ 
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in connection with this controversy, that bank notes should be kept 
at par with gold by a very careful regulation of the quantity of pa- 
per issued, using the rate of foreign exchange and the paper price 
of bullion as indices ; that is, by taking anxious care in such ways 
as might very properly be taken to guard against the depreciation 
of an inconvertible government issue. Neither set of advisers to 
the government saw, as the authors of the Bullion Report did see 
very clearly, that the avoidance of inflation and a premium on 
foreign exchange, and the attainment of immediate banking sol- 
vency as well, is a state or condition which “cometh without 
observation ” provided there is maintained an ample reserve and 
constant exchangeability of bank notes for the standard coin of 
the realm. 

The authors of the Fowler Report, unlike the authors of the 
Bullion Report, are evidently haunted by the fear of bank note 
inflation and hence the reason (in part at least) for their illogical 
restrictions on the “emergency” part of the credit circulation 
they propose, and also the absolute limit on the total note issue 
under their plan which would be almost reached at the outset.* 
If one is apprehensive of danger from “ inflation ” he had better 
look in another quarter—to the increase of non-contractible bond- 
secured notes, under some hasty, ill-considered, patch-work 
scheme. That involves, in any form, precisely the old “ green- 
back” fallacy over again. The issuing of bond-secured currency 
is virtually “ coining ” a specific form of the credit of the Govern- 
ment (its bonds), similar to the coining of “ the general faith and 
credit of the people of the United States,” about which the 
Greenbackers used to prate.f 

ADVANTAGES OF A FLEXIBLE CrepDIT BANK Note CurreENcy. 


Real credit bank notes expanded freely by the banks (under 
adequate “ general safeguards ” and provision for maintenance of 
reserve) and contracted automatically by means of a proper 
standing rule prohibiting any bank from paying out the notes of 
other banks, would have many direct and indirect advantages. 
The circulation of banks would then fluctuate month by month 
and seasonally, according to the needs of business, instead of 

* Most of the complicated limitations as to the amount of circulation of the Fowler report 
are absent from the Fowler bill. 

t The above was written before the bringing forward of the proposals to coin several 


kinds of bonds embodied in the Aldrich bill. I did not suppose that anything as bad as 
that would receive serious consideration. 
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going up or down in semi-geological age-long variations depend- 
ing upon the price and supply of bonds. The advantage of our 
getting rid of the ever-recurring autumnal “ moving-the-crops ” 
blow upon the angle of the jaw of our financial system, is well 
understood and calls for no demonstration here. It should be 
remarked in passing, however, that the influence of the present 
inflexible currency in producing this particular evil is much 
exaggerated. The cause of the crop-moving stringency is, in the 
main, the pyramiding of reserves. And to this last may be added, 
the drawing into Eastern financial centers of interior funds in 
general. But whether the chief cause or not, the inflexible cur- 
rency is certainly a contributing cause of the regularly recurring 
minor crisis each autumn, and its removal would be a decided 
gain. 

There are other advantages of a flexible credit currency, 
however, that are not so well understood. One evil of our pres- 
ent system discovered a few years ago by Professor O. M. W. 
Sprague—then of Harvard, now of the Imperial University of 
Tokio—may be briefly set forth as follows: 


In normal, good times when the spirit of enterprise is buoyant 
and bank reserves are still ample, the banks assist new enter- 
prises to establish themselves and old ones to increase their 
operations, through making loans—through discounting com- 
mercial and industrial paper—the proceeds of which are placed 
for the most part to the credit of the customers on the books of 
the banks (credit created deposits). Such checking accounts 
afford command of a conventional means of payment, and 
straightway through purchases of all sorts, the large business 
of the country, both manufacturing and merchandising, expands 
apace. Also, concurrently with expansion, prices rise in 
the realm of the larger capital-creating undertakings. Presently, 
furthermore, there is an increase of wages and a rise of 
prices in the domain of the business of final consumption. All the 
working people of the country require (or rather have) more 
pocket-money, and all the retail merchants require (or rather 
have) more till-money. But there is within the country only one 
place that this additional pocket-money and till-money can come 
from, provided the Government is not inflating the currency just 
then with greenbacks or certificates issued in payment of purchases 
of silver. Inasmuch as such a period is an era of rising prices, the 
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“exchanges” will be against us and no gold will be imported. 
There is only one place, then, that the new money adapted for gen- 
eral circulation can come from, and that is, from the reserves of 
the banks. Being drawn from the reserves, it makes the whole 
credit superstructure upon which the general business of the coun- 
try rests, and on which prosperity itself rests, totter from its foun- 
dations. For this serious defect in our present system, credit bank 
note currency, having free expansibility and issued in all denomi- 
nations, is the appropriate remedy. The banks could then supply 
retail money as well as wholesale money, concurrently with 
expanding business and rising prices, up to the time when gold 
is forced abroad and a slow and easy recession sets in. That is, 
a slow and easy recession would take place if the banks have been 
doing a proper banking business, discounting real business paper 
based upon wealth-creating processes, but not if they have blown 
up a great bubble of speculation by means of loans based on stock 
market quotations. The “general safeguards” will need to be 
especially well looked to under a regime of free use of bank credit. 

Another of the advantages in doing away with our present 
shackled system of bond-secured note issue, and getting a proper 
system of free trade in banking credit in its place, would be that 
we should thereby remove one of the chief sources of popular mis- 
understanding of and hostility to our banks. That part of the 
general mass of voters that knows and cares something about 
' finance understands just enough so that it seems to them that 
great favoritism is now being shown the banks by the Govern- 
ment. Under the present system, a bank buys bonds and con- 
tinues to own the bonds (although deposited in the keeping of 
the Government) and therefore as a bond-owner draws interest 
upon them: and then it receives back from the Government the 
face value of the bonds in a peculiar form of currency guaranteed 
by the Government (a sort of Government certificate for which 
the banks have no further very evident responsibility) which last 
so-called “ notes ” the bank, as a banker, lends out and so makes a 
second profit. This looks to the average man in the street, and on 
the farm, as if it were a most cunningly devised scheme of graft— 
graft the Government makes legal and respectable. The truth of 
the matter is that the bond-secured-currency tangle of laws, in- 
stead of being a permission, is a requirement; far from being a 
“favor,” it is a most burdensome restriction. Hostility to the 
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banks in one particular begets hostility in other particulars— 
even a general attitude of suspicion. This considerable political 
nuisance and menace, always making Congress in currency mat- 
ters very timid, could be almost entirely gotten rid of by a stroke 
of the pen. Pure bank credit—real bank notes—if they are made 
secure, the masses will never much interest themselves about ; any 
more than they now bother their heads about deposits. In France 
the people no more think of interfering with the regular, free 
expansion and contraction of circulation by the Bank of France, 
than a child thinks of interfering with his father when he winds 
up the clock Saturday night. If a watchful people are suspicious 
of “ favoritism” let them look elsewhere—to the existing con- 
nivance of the Government with “ window dressing” by banks. 
Reference is made here not merely to particular features of our 
present practice but to the existing system as a whole. Under 
existing dual legal conditions, with many financial institutions 
carried on under the State governments, the present scheme of 
five “called” reports each year for the national banks is itself 
nothing but “ window dressing.” It is as if a king wishing a 
general inspection and census of his army were to allow the 
review to take place department by department, and with plenty 
of notice when it was coming. What would happen with respect 
to departmental commanders borrowing from each other to make 
a fine “showing” of equipment complete and ranks full, is 
obvious. 

Still again the burdensome restrictions on our present system 
of national banks, as regards their natural and proper function 
-of note issue, prevents the system from spreading equally into all 
parts of the country in proportion to the amount of business to be 
done. To serve adequately the business needs of their customers, 
the banks situated in rural, sparsely settled regions need to 
employ for obvious reasons a larger proportion of their credit in 
the form of circulation than do city banks or those located in a 
country district where population is dense. Many city banks get 
along very well with no circulation at all. The two sorts of banks 
have different industries to deal with and are governed by differ- 
ent circumstances in every way. A country bank cannot force 
its customers to make use of deposit banking (it cannot develop 
check banking in place of note banking) beyond a certain point, 
although there may yet remain business which the bank could do, 
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and which the economic needs of the community itself require 
should be done. Beginning with the initial blunder of the Civil 
War times of an absolute limit on national bank note circulation, 
which total was largely grabbed up by the East (notwithstanding 
a rule of apportionment in the statute), from that day to this our 
national banking system has been largely a territorial monoply. 
The benefits of the system have been largely denied to the country 
districts in the West and South; and hence in those regions the 
multiplication of weak state banks. Lately, in partial, blundering 
mitigation of the situation, the national banking law has itself 
been changed, so as to allow the establishment of national banks 
of insufficient capital. Considerable communities have been, and 
still are, notwithstanding the diluting of the system, without 
banking facilities; and at times (other than panic times, too) 
whole regions experience a scarcity of currency. This state of 
affairs has been, in turn, one of the leading contributing causes of 
fiat money and silver purchase crazes. 

Finally it may be mentioned in this connection that freely 
issued credit bank notes are essential to the carrying out of any 
plan for a system of large banks with branches. The 


expense to the head bank of furnishing “lawful money ”’ as till- 
money for its branches would swamp the carrying out of the 
scheme, unless the head bank’s own notes may be substituted for 
lawful money for that purpose. 


(To be continued.) 





Accountants are reminded to make arrangements for their annual 
vacations so as to fit in with the twenty-first annual meeting of The 
American Association of Public Accountants—October 20-22, 1908, at 
Atlantic City. 





Herbert Foster, New Haven, Conn., has been appointed lecturer on 
the problems of business management in the Sheffield Scientific School of 
Yale University. 





Mr. Theo. J. Friedleben is delivering a series of lectures before the 
New York Society of Accountants and Bookkeepers on Factory Cost 
Accounting. The meetings are held on alternate Tuesdays in the new 
quarters of the Society, 29 W. 39th St. 





Prof. J. A. Bexell, formerly head of the School of Commerce of the 
Agricultural College of Utah, has accepted the Deanship of the School of 
Commerce of the Oregon Agricultural College, Cornwallis, Oregon. 


132 





The Journal of Accountancy 


Published monthly under the auspices of The 
American Association of Public Accountants 








EDITOR MANAGING EDITOR 
JoszrPH FRENCH JOHNSON W. H. Loven, Jr. 








ASSOCIATE EDITORS 


STEPHEN W. GILMAN, EDWARD SHERWOOD MEADE, 
University of Wisconsin. University of Pennsylvania. 
~ H. Gray, University of Minnesota. CHARLES W. MIXTER, | 
ENRY R. HATFIELD, University of Vermont. 
University of California. HARLOW S. PERSONS, 
FREDERICK C. HICKS, Tuck School, Dartmouth College. 
University of Cincinnati. M.H. ROBINSON, University of Illinois. 
EARL DEAN HOWARD, CHARLES E. SPRAGUE, 
Northwestern University. New York University. 
Isaac Loos, University of Iowa. H. PARKER WILLIS, . i 
George Washington University 














EDITORIAL. 
Submit or Co-operate ? 


The attitude of the railroads, when the Interstate Commerce 
Commission began its supervision of their accounts, was distinctly 
hostile. The first question of railroad accounting officers was, 
Shall we fight or submit? It was urged in favor of fighting that 
the Commissioners and their representatives were impractical and 
arbitrary and that uniform accounts at the best would impair the 
efficiency of each company’s own system. It was successfully 
urged in favor of submission that fighting was useless. 

THE JouRNAL is glad to note that the original question is being 
replaced by, Shall we submit or codperate? And, further, unwill- 
ing submission seems to be no longer the prevailing spirit. Their 
new readiness to coOperate may be observed in the able papers by 
Mr. Blauvelt and by Mr. Lawton which appear in this issue. 
Both gentlemen, it is true, find much to criticise in the rulings of 
the Commission, and neither can be called an enthusiastic advocate 
of federal supervision of accounts. On the other hand, however, 
both admit that the Commission has acted fairly and has sought 
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advice from competent authorities. Both evidently favor the 
policy of meeting these advances at least half way. 

The Interstate Commerce Commission is working under two 
heavy handicaps. It has behind it a twenty-year record of bad 
judgment and inefficiency. At the present time not one of its 
members is a trained expert in railroad traffic, accounting or 
operation, the three subjects with which the Commissioners deal. 
Naturally even their most necessary acts are regarded with 
distrust. 

However natural such a prejudice may be, it is a great mis- 
take to indulge it. Though the Commission is not made up of ex- 
perts, it does include able men who are bent on redeeming the 
body’s reputation. They are not repeating the original error of 
deciding complicated problems by applying arbitrarily some gen- 
eral theory. Finally, the Commission is backed by an irresist- 
ible public opinion. 

The officials of electric and steam railroads do well to recog- 
nize these facts. Publicity is demanded with more force and 
clearness than any other reform in corporation management. 
Publicity implies supervision. The Interstate Commerce Com- 
mission offers to make its supervision—in the case of steam roads, 
at least—elastic enough to permit each road to adapt the classifi- 
cations to its own needs. It has not yet established the hard-and- 
fast rules which we usually associate with governmental action. 
It asks for aid in making its supervision intelligent. Such super- 
vision may be irritating at times, but it is inevitable, and in the 
long run desirable. The heartier the codperation of railroad ac- 
countants, the less painful will the transition to supervision 
prove. 





A Code of Ethics for Lawyers. 


A committee of the American Bar Association appointed to 
prepare “canons of professional ethics” has submitted to mem- 
bers a draft of the report they propose to present at the annual 
meeting in Seattle next August. In view of the interest which 
this subject is arousing among accountants, we think it well to 
call attention to some of the recommendations in the Committee’s 
report. 

Shall a lawyer defend a man whom he believes to be guilty? 
This question the Committee answers in the affirmative, declaring 
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that a lawyer, having undertaken the defense of such a man, “ is 
bound by all fair and honorable means to present such defense as 
the law of the land permits, to the end that no person may be 
deprived of life or liberty but by process of law.” Experience has 
shown that in a code of ethics for accountants a similar canon is 
necessary, for accountants have sometimes been employed upon 
the understanding that they shall make out for their client the 
most favorable statement possible. If the accountant for the 
prosecution shows that the defendant’s defalcation is for $100,000, 
whereas the accountant for the defense shows it to be for only 
$1,000, does it or does it not follow that one or the other of them 
has taken unwarrantable liberties with figures? Must not 
accountants make up their statements absolutely without bias? In 
other words, can an accountant ever be justified in acting as a 
partisan or ally of his client? We believe that these questions 
must be answered in the negative and that the reports of two 
reputable firms of accountants, one engaged for the prosecution, 
the other for the defense, should be in substantial agreement upon 
all important points. 

With regard to advertising, the report declares that the most 
effective advertisement possible is the establishment of a well- 
merited reputation for professional capacity and fidelity to trust. 
It does not regard the circulation of simple business cards as per 
se improper, but does condemn the solicitation of business by 
cirulars, by letters, or by personal interviews. The time is not far 
distant when the accounting profession will be ripe for a strict 
canon of this sort. Indeed, the leading firms of the United States 
are living up to the letter and spirit of this canon at the present 
time. 

The proposed code contains a declaration against stirring up 
litigation, whether directly or through agents, which is aimed at 
the whole tribe of “ ambulance chasers.”” The accounting pro- 
fession furnishes analogous cases and must have a similar rule. 
There are shyster accountants who solicit work by calling on busi- 
ness houses and offering to prove that their accounting methods, 
no matter by whom installed, are bad in principle and costly in 
practice. This is contemptible as well as unprofessional. 





Harvard University, the oldest University in the United States, has seen 
the new light in education and has decided to open next October a “ School 
of Business Administration,” in which courses will be given in accounting, 
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business organization, commercial law, transportation, insurance, and 
kindred subjects. The new school, like the Tuck School at Dartmouth, 
will be conducted primarily as a graduate school, only college graduates 
being admitted as candidates for a degree. An ample endowment has been 
provided. The Official Register, in its announcement of the new school, 
declares that the governing boards of the University, in voting to establish 
this graduate school, “have recognized in the amplest manner the claim 
of modern business to be regarded as a profession, equally with the applied 
sciences, medicine, law, or divinity.” 





The President of the New Jersey State Board of Accountants writes 
that in response to the resolution of the New Jersey Board published 
in the May issue of THe JourNAL, calling a meeting of members of state 
boards at Atlantic City next October, he has received a communication 
suggesting the formation of an association of the various state boards for 
the purpose of maintaining a uniform standard of examination. This is 
an exceedingly good suggestion and we would strongly urge all members 
of state examining boards, not only to accept the invitation of the New 
Jersey Commission, but also to send in such suggestions as occur to them, 
in order that due preparation may be made for a profitable meeting. Our 
state boards of examiners might well adopt the plan which has proved 
so satisfactory with American colleges, namely, of having a national com- 
mittee on examinations, all candidates for admission to the profession 
being thereby subject to the same test. If some such plan as this could 
be adopted, the accountants of a state would themselves be to blame if 
their educational standard was brought under suspicion. 





Classification of Railway Accounts. 


_Circulars have been issued announcing the appointment of an executive 
committee to consider the report of the committee on accounting and 
statistical inquiry of the American Railway Association. The executive 
committee is now arranging for a conference with the Interstate Com- 
merce Commission, and the meeting will likely be held in Washington. 
As a result, it is believed that important changes will be made about 
July 1. 

At a recent meeting of the Association a committee on accounting and 
statistical inquiry reported that until a proper general classification of 
revenue and expense is finally determined the adoption of a system of 
physical statistics should be deferred, as it is the purpose of the Interstate 
Commerce Commission to promulgate a system of classifications of 
accounts to take effect July 1. The committee also submitted a proposed 
classification of revenue and expense accounts in place of the tentative 
classification of the Interstate Commerce Commission. In the opinion of 
the committee the new classification should carry the minimum number 
of accounts which would meet the requirement of small lines and which 
could be subdivided to serve the purpose of the larger roads. 

—The Railway World, May 15, 1908. 
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CLIMATE. By Robert De Courcy Ward, Assistant Professor of Climatol- 
ogy in Harvard University. New York: G.P. Putnam’s Sons. 1908. 

The vague term “climate” suggests at first very little that is of interest 
to the business man. How vital the subject really is to all business will 
be readily shown by a little reflection. The old story of the English mer- 
chant who sent a consignment of skates to be sold to the natives of tropical 
South Africa is not unparalleled to-day. Every month reports come from 
our American consuls in foreign lands, complaining of the absolute dis- 
regard and ignorance which our merchants show in adapting their wares 
to foreign climes. In another field, the speculator in grain and other com- 
modities has wired the globe in order that he may obtain immediate and 
accurate information about the weather and crop conditions. 

In still another direction, owing to the recent panic, the attention of the 
present business world has been turned, and perhaps here lies the chief 
interest of this book on climate. Is there a steady though slow progress 
toward climatic change? Or do these changes move in cycles of regular 
recurring periods of high and low temperatures, wetness and dryness, etc? 
Professor Ward proves that the popular belief in a progressive change is 
a fallacy. In regard to the question of climatic cycles, he states that there 
are evidences of long cycles of thirty-five years, and of shorter ones 
averaging about eleven years in length, and goes on to say that all attempts 
to account for these changes have availed little. The best known of these 
theories, and the one promising the best results, is that founded on the 
sun spot hypothesis, and upon which the economist, Professor Jevons, 
constructed his famous theory of the cause for panics and industrial 

depressions. 

‘But even admitting the failure to establish the cause for these changes, 
it would be of great practical importance if it could be established that 
these changes recur with sufficient regularity for forecasting the future. 
In regard to this, Professor Ward agrees with all the best authorities on 
climatology that no period either short or long is sufficiently well estab- 
lished to warrant accuracy in forecasting. 


COTTON MOVEMENT AND FLUCTUATION. Published by Latham, 
Alexander and Company, Bankers and Commission Merchants, New 
York. Gratis. 

This volume is the thirty-fourth annual edition which the Latham, 
Alexander Company has published. The book is unique in the beauty of 
its design, and it is a model of business typography. Statistics cease to be 
dry and uninteresting when presented in such a pleasing form. In respect 
to information and method of presentation, it is equally attractive, afford- 
ing a thorough record of the cotton situation. To the cotton trade such a 
publication is most valuable as a book of reference. To the world outside 
of the cotton trade, however, a book of this kind would be of greater 
value if the many pages of statistical tables were interpreted in such a 
way as to show the effects and bearing of all this information upon the 
movement of prices. No class of men is in a better position to know the 
facts connected with the market fluctuations than the commission men 
themselves, and their judgiment as to the relative importance of these 
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various factors in fixing the prices during the year would be of great 
value and interest to the outsider. 

For example, in addition to the presentation of the annual tables of 
receipts, stocks, exports, consumption, acreage, total visible supply and 
fluctuations, there should be given some explanation as to the importance 
of these factors and the bearing of each upon the fixing of cotton prices. 
How do such facts help one toward forming correct business judgments ? 

The opinions of men who have spent years in the business, and are 
consequently thoroughly acquainted with all the features of the trade, could 
be more absolutely relied upon when given in accordance with the facts of 
the year that is past than when offered to the public in the form of letters 
and bulletins prognosticating the future for the benefit of the “trade.” 
Such a publication would then become a text-book, and would not be 
confined to the narrower field of the commercial encyclopedia. 


SIMPLE MINE ACCOUNTING, by David Wallace. Hill Publishing Co., 
New York, 1908. 63 pages. Price, $1.00. 

As the author states in his preface, “ This book is intended primarily 
for those who have had no opportunity to include among their other 
studies that of bookkeeping—superintendents, mine foremen, timekeepers ; 
and, while mine accountants and bookkeepers may perhaps find something 
useful, the explanations and expressions have been simplified as much as 
possible for the guidance of those referred to.” 

While rather condensed, yet for the novice in this class of accounts, for 
students of accountancy and for mine owners and their assistants, espe- 
cially, it will be found very useful. 

The book contains in addition to the explanations some twenty forms of 
books and accounts, all of which are in accordance with modern account- 
ing principles. If accounting literature is enriched with similar small 
volumes dealing with special classes of accounts, the task of handling the 
highly specialized problems which often confront students and practi- 
tioners will be rendered much easier. 


EXAMINATION QUESTIONS 1899 to 1907, by the Pennsylvania State 
Board of Examiners of Public Accountants, Philadelphia. 1908, 158 


pages. Price $1.00. 

As the heading indicates, this little volume gives the questions set at 
each examination in the State of Pennsylvania for the above mentioned 
period. It also includes the Pennsylvania C. P. A. act and the rules of the 
Board of Examiners. The purpose of compiling this book was, as 
expressed in the introductory notes, to assist students of accountancy in 
their preparation and also that other boards of examiners may have the 
benefit of the experience of this board. 

With regard to the revised syllabus of 1907 and the examinations of 
that year based on that syllabus, not much comment is necessary, as both 
the syllabus and the examination papers were fully described in the April 
number of THe Journat. If other boards would follow the example of 
the Pennsylvania Board of Examiners, it would undoubtedly be highly 
appreciated by students of accountancy. 
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Current Magazine Articles. 


The periodical literature of business is enormous in volume, but not impressive in 
quality. Too much of itis mere gossip or disguised advertising or superficial re- 
hash of what sensible business men already know. But among the chaff there are 
always a few grains of wheat which ought not to be allowed to go to waste. It is 
the purpose of this department to pick out and summarize some of the articles that 
are worth attention. As no one man could possibly cover the whole field, the editor 
will be grateful to any one who will take the trouble to call his attention to articles 
that have been found useful. 


Freight Car Efficiency. 


In the May 22nd number of the Railroad Gazette appears a paper pre- 
sented at the April meeting of the Western Railroad Club, by E. R. 
Dewsnup, Professor of Railway Administration, University of Illinois. 
It is to be regretted that only a few of the leading points of this excellent 
paper can be here presented. 


The fact that the ton mileage in 1906 had made an increase of 52% 
per cent. over that of 1900 is in itself, Professor Dewsnup believes, an 
indication of the injustice of those general charges of inefficiency which 
superficial observers have felt themselves free to make. 


“The freight car equipment during the period was enlarged 34% per 
cent. At first glance this compares unfavorably with the 52% per cent. 
increase of business. That this is not really so is obvious when the 
capacity of the car is taken into account. From the equipment statistics, 
the increase of average capacity from 1900 to 1906 must have been close 
to 20 per cent. The enlargement of the freight car was not accompanied, 
however, by a raising of minimum weights, so that in some cases 
shippers made no practical use of the extra space facility. 

“So far as practical results of American freight operation of recent 
years are concerned, it is not at all difficult to demonstrate that, coincident 
with the movement toward a high tonnage car, there has been a material 
increase in average load, indicating that to a certain extent at least such 
a car has proved adaptable to modern methods of industrial distribution. 
Statistics of the different roads show that from 1900 to 1906 a 20 per cent. 
increase in average capacity has been met by a 17 per cent. increase in 
average load, indicating, as already remarked, the suitability of the high 
capacity car, within certain limits, to present industrial conditions.” 


“One of the difficulties connected with per diem as a means of stimu- 
lating the prompt handling of foreign equipment is that at the times when 
cars are in most demand it is least effective. Whether the cost of car 
hire be 20, 25 or 50 cents a day, or even $1, it is obviously to the interest 
of a road short of cars not to return foreign equipment if, during the 
rush of business, the cars are capable of earning more than sufficient to 
cover operating and per diem expenses. Conversely, when business is dull 
and cars less urgently needed by the home roads, low car earnings stimu- 
late the effectiveness of per diem to the cost of, it may be, unnecessary 
empty mileage. There seems much to be urged in favor of a variable per 
diem charge, especially if handled along with the whole matter of car 
interchange arrangements, by some permanently organized central bureau 
of the railroads. 

“The more one studies the car situation in general, the more one real- 
izes that the intensity of the car famines, which recur from time to time, 
could be materially relieved if more skillful attention were applied to the 
supervision and improvement of this distribution and of the mileage per- 
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formance of cars both in local and inter-line business, the crowning 
difficulties of railroad operations. However, it is not intended to have 
inferred that under any reasonable economical system of car equipment 
the railroads could obviate such shortages.” 

A resort to car pooling methods really appears to be the only alterna- 


tive, if economy of equipment is to be a consideration at all. 





Accountancy and Economics. 


In The Accountant, the organ of the chartered accountants of Great 
Britain, for May 16 is printed a lecture on the above subject delivered by 
W. R. Hamilton, F. C. A., to the Leicester Chartered Accountants’ Students’ 
Society. 

Mr. Hamilton insists that a knowledge of political economy is useful 
to accountants, for two reasons: first, because accountants are citizens 
and should regard business not as an end in itself, but as a means to the 
greater end, right living; second, the more accountants broaden them- 
selves the more efficient they will be in their calling. 

The big problems of society are not so much in production as in dis- 
tribution. “We know how to make the cake, and we make it more effi- 
ciently than it used to be made, but we have not yet found an equitable 
way to divide it.” Accountants have a peculiar advantage which is denied 
to almost all other people, in that they can see better than any other class 
the inside working of the great commercial machine. 

Mr. Hamilton confines his paper to the Profit and Loss account. “ It is 
a series of photographs—a kind of kinematograph.” Profit and Loss 
accounts have one common feature; that, speaking generally, they all 
show a profit. They may not show a profit every year, but taking any 
business in groups of years and amalgamating the Profit and Loss 
accounts for that period, they will show a profit, and, taking them in groups 
of years, substantially the same rate of profit. 

The conclusion is that the proprietor performs a public function and 
his remuneration may be looked upon as a form of commission for his 
trouble and service given to society. “The truth is that in the long run 
the public pays all expenses of manufacture—everything necessarily enter- 
ing into the cost of an article, and, on the other hand, every benefit in the 
wey of reduction in cost of production is shared by the public.” 

Mr. Hamilton shows that the Profit and Loss Account means more 
than an account showing profit and loss, and that each item in it has its 
meaning. Each item in it stands for a certain phase of human life. Mr. 
Hamilton suggests to his readers that they should not work mechanically 
nor be so wholly engrossed in business as to consider that there is noth- 
ing worth doing except business. It is the duty and privilege of account- 
ants to serve their fellow men and it is by this broad study that account- 
ants can serve their day and generation. They should use their oppor- 
tunities to see what is before them in the accounts that pass through their 
hands, and draw conclusions that will make them better citizens. 
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Current Magazine Articles. 


Proposed Pan-American Bank. 


To the April issue of Moody's Magazine Professor Edwin Maxey, of 
the University of Nebraska, contributes an article based on the reports of 
the Pan-American Conferences. 

Resolutions were adopted at the first Pan-American Conference that 
the conference recommend to the governments represented the granting of 
liberal concessions to facilitate inter-American banking and the establish- 
ment of an international American Bank. Nothing resulted from these 
resolutions. 

The need of such an institution became more evident during the decade 
which passed between the two conferences. As a result, the idea of an 
international bank was revived with more vigor in the second conference. 
The report of the Committee on International Banking again recommended 
the establishment of a great credit institution, which, by means of 
branches and agencies established in the leading cities, would encourage 
the development of business and improve and enlarge the methods of 
international exchanges. While the conference was unanimous as to the 
advisability of this enterprise, its unanimity ceased when any definite 
plans and details were introduced. 

There were several plans discussed. Among them was suggested that 
a banking institution should be established in New York or any other 
commercial centre, with branches in the principal cities of the American 
Republics. This institution should establish uniform rules relating to 
charges, etc. “The difficulty with this plan,” says Professor Maxey, “is 
the fact that it commits the states represented to nothing more than moral 
support, and the banks must have more tangible security.” 

Another plan quite thoroughly discussed was the establishment of an 
international banking institution with branch offices in the most prominent 
city in each of the American Republics. This institution was to be favored 
by an annual subsidy of $100,000 gold for the term of five years, and 
by exemption from taxes for the same period. This plan was submitted 
to the International Banking Committee and was reported adversely, on 
the grounds that the plan would have to overcome constitutional difficulties 
in many of the republics represented. 

The proposition to grant the necessary aid in the form of subscription 
to shares of stock in the banks was not favorably considered. It was 
decided that such an arrangement would mean great difficulties in man- 
agement. As Professor Maxey puts it, “A bank managed by nineteen 
countries would be like a Mormon child in the tutelage of nineteen 
stepmothers.” 

The ‘conference reached the conclusion that if substantial aid were 
given to such a bank it would have to be by subsidy rather than by exemp- 
tion from taxes or subscription to its stock. But the chief value in the 
discussion consisted in again emphasizing the need of such an institution. 
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Legal Department. 


Conducted by ALEXANDER McCLINcuHIE, of the New York Bar. 


The purpose of this department is to present from month to month, short critica 
summaries of recent decisions, which affect accountants, and to furnish accurate 
information on legal questions. Inquiries from our readers will be welcome and 
will receive prompt attention. 





Application of Payments. 


The question of the right to apply payment to one of several debts 
between the same parties is as confused and confusing as it is important. 
An accountant can very often render invaluable service if he will instruct 
his client how to take advantage of the rules of law on this subject. 

Direction as to the application of payment can be made by the debtor, 
by the creditor or by the court. Where a person owes several debts or 
items to another, he has a right to direct to which item the payment shall 
be applied. Otherwise the creditor may apply it as he sees fit. There are 
certain limitations on the creditor’s rights, however, to the effect that he 
cannot apply payment to an illegal claim, such as a gambling debt, or to a 
claim for usurious interest, or, if we are to follow the case cited below, to 
a debt outlawed by the statute of limitations. 

If at the time of payment neither party communicates his intention to 
apply it to a particular item, the right remains open to either party. 
This is the situation when a word from the accountant will save nine from 
a lawyer at a later time. Instruct your client to give immediate notice of 
his intention. We suggest the following cases as authorities and as 
illustrative of the principles above set forth: Srone vs. SeyMour, I5 
Wend. (N. Y.), 20; Patty vs. Mitng, 16 Wend. (N. Y.), 557; NATIONAL 
BANK vs. Bicier, 83 N. Y., 51, and Marsu vs. Onema CENTRAL BANK, 
34 Barb. (N. Y.), 208. 

‘When the parties do not elect, the law will direct payment according 
to certain rules, which very greatly in the many jurisdictions of the United 
States. For example in New York the courts follow the Civil or Roman 
Law, and apply the payment in a way which would be most beneficial to 
the debtor. Payment will be applied to an interest bearing debt in pref- 
erence to one that does not bear interest, because the former is the more 
burdensome. Payment will be applied to a mortgage and to a judgment 
debt in preference to an account, because the former is the more burden- 
some to the debtor. 

The view directly opposed to that of the New York courts prevails in 
the United States courts, where payment is always applied first to the 
poorly secured debt. All the jurisdictions agree that where there is but 
one continuous account of several items, payments will be applied to the 
earliest if the parties refer the matter to law. See Pattison vs. Hutt, 
9 Cowen (N. Y.), 747; Jones vs. Benepict, 83 N. Y., 79; Fietp vs. Hot- 
LAND, 6 Cranch (U. S.), 27, and Truscoiy vs. Kino, 6 N. Y., 147. 

The question of direction by law, or, as it is termed by some writers, 
the presumptions in law on the question of application of payment, are 
more interesting to the lawyer than to the accountant. If the latter, how- 


142 





Legal Department. 


ever, wishes to help settle a case before litigation has been begun and 
needs more specific directions as to the rules in his jurisdiction he is 
referred to Munger on “ Application of Payments,” and to 2 Am. & Eng., 
Encyc., 2d ed., 444, et seq., and cases there cited. 





Notes on Recent Cases. 


A creditor held two claims against a debtor, one of which was barred by 
the statute of limitations. He applied an undirected payment to the barred 
claim and then sought to recover on the other. The court held that the 
payment must be considered to have been made on the enforceable claim. 
CHARLES vs. STEWART, 11 Ont. Wkly. Rep., 421. (See note above.) 

A New York statute provided that stock brokers should keep a record 
of every transaction in relation to transfers of stock and permit an official 
of the state to inspect the record for the purpose of discovering whether 
a transfer tax had been paid. The court has held that inasmuch as failure 
to pay the tax is a criminal offense, the keeping of a record is tanta- 
mount to testifying against one’s self, and is therefore not to be required. 
The statute, it holds, is unconstitutional—PEropLe vs. REARDON, 39 N. Y. 
Lk. d, F978. 

October is one of the nicest months of the year at Atlantic City; the 
cheap trippers come no more; the children are back at school; there is 
plenty of room everywhere and still plenty of enjoyment to be had. The 
American Association of Public Accountants meets there October 


20-22, 1908. 





NOTES. 


The Marlboro-Blenheim Hotel, at Atlantic City, has been selected as 
the place and October 20-22, 1908, as the time for holding the twenty-first 
annual meeting of The American Association of Public Accountants. The 
meeting will be under the auspices of The Pennsylvania Institute of 
Certified Public Accountants. 





The accounting firm of Amos D. Albee and Associates will hereafter 
be known as Amos D. Albee, Son & Co., 630 Exchange Building, Boston, 
Mass. The members of the firm are: Amos D. Albee, Herbert H. Albee, 
Richard L. Harper, who are Fellows of the Incorporated Public Account- 
ants of Massachusetts, and members of The American Association of 
Public Accountants. 

On May 22, 1908, Governor Harris appointed as members of The Ohio 
State Board of Accountancy: Mr. J. S. M. Goodloe, of Columbus, for 
one year; Mr. J. H. Kauffman, of Canton, for two years; Mr. Guy H. 
Kennedy, of Cincinnati, for three years. 

The fifth anniversary dinner of the Ohio Society was held on Saturday 
afternoon, June 13, 1908, at the Columbus Club, Columbus, Ohio. 


143 








ee io ae 


Theit 








C. P. A. Question Department. 


Conpuctep By Leo GreENDLINGER, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticise C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional] brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 





The following are three representative problems set by The Society of 
Accountants and Auditors in London, England, at the Intermediate Exami- 
nations, held December 4 and 5, 1907, under the heading, “ Bookkeeping 
and Accounts and General Commercial Knowledge,” and “The Adjust- 
ment of Partnership and Executorship Accounts,” respectively, with 
solutions. 


QUESTIONS. 
I 


You are required to make up from the following particulars the 
Capital Accounts of each partner in the firm of A, B and C for the six 
months ending December 31, 1906: . 

Profits are divisible in the proportions A, 4/10; B, 3/10; C, 3/10. 

Interest at 4 per cent. per annum to be credited on Capital. 

The net profits before adjustment of interest are $24,380. 

The partners have drawn on the last day of each month, A, $500; 
B, $375; C, $375. 

Capital at June 30th, 1906: A, $94,500; B, $52,500; C, $43,750. 

State also if in your view it is necessary to charge interest on drawings 


and give reasons. 
II 


The firm of X and Z suspend payment, and you are supplied with 
the following particulars from which to prepare a statement of the firm’s 
affairs and a deficiency account: 


ASSETS. 
CA OT i on oon eek nceuabe bine $175.00 
Accounts receivable .........cccsc0e 4,100.00 
eR ne 5,250.00 
Machinery and plant ................ 2,800.00 
EE nanrhcacsscedssecntecen 250.00 
Land and buildings ................. 36,000.00 


$48,575.00 
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LIABILITIES. 


Loans on mortgage $25,000.00 
Loans payable 
Accounts payable 


CAPITAL. 


X’s account, balance on January I, 1907 $4,100 
Net loss 
$2,100 
Z’s account, balance on January 1, 1907 $3,375 
Net loss 
$2,375 


$48,575 


The partners’ drawings have each been at the rate of $1,250 per annum 
and have been paid in cash and charged as a working expense. 
The assets have to be depreciated as follows: 


Land and buildings, 25 per cent. 
Inventory (mdse.), 15 per cent. 
Machinery, 10 per cent. 


The Accounts Receivable represent: Good, $2,000; Doubtful, $1,500, 
and Bad, $600. Value the Good Debts at 10 per cent. off, the Doubtful at 
half their nominal amount, and the Bad at nil. The partners have no 
separate liabilities, and Z alone has assets represented by household 
furniture, $250. 

Prepare the required accounts. 


III 
A, B, C and D are partners. On January 1, 1904, their respective 


Capital accounts stood at $7,500, $4,000, $6,200, and $6,800. The trading 
for the three years has resulted as follows: 


Year ending December 31, 1904, loss 
Year ending December 31, 1905, profit 
Year ending December 31, 1906, profit 


The partners’ drawings have been as follows: 


A B € 
Year ending Dec. 31, 1904.. $1,250 $800 $900 $1,000 
Year ending Dec. 31, 1905.. 1,300 600 950 1,550 
Year ending Dec. 31, 1906.. 1,150 650 1,050 1,200 


Credit each partner with interest on Capital at the rate of 5 per cent. 
per annum, ignoring interest on drawings. 
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COMMENTS. 


It will be noticed that the monetary system in which the questions were 
originally given (English) is changed into American. The form in 
which the questions appeared was also slightly modified to make it more 
in accordance with American ideas and customs, and thus make the 
solutions more easily comprehensible by American readers. 

The third problem is rather incomplete. Surely the intention of the 
examining board was not only to ask for “crediting each partner with 
interest on Capital,” but a good deal more. From the wording, however, 
the inference would be merely to credit partners’ accounts with interest. 
We see that our examining State Boards are only a type of the average 
examining bodies. It is noticeable that examining boards everywhere do 
not prepare the examination questions with the care which they should 
use. The wording of problems in many instances calls for one thing while 
common sense will indicate an entirely different construction. This am- 
biguity tends to confuse the candidate taking the examination. 

In solving the first problem, before appropriating the profits to the 
partners’ accounts, the interest charges on capital were deducted. No 
interest was charged on Partners’ Withdrawals for the following reasons: 

These drawings were made in the same proportion that each partner 
shared in profits or losses, namely, 4/10, 3/10, and 3/10, respectively, so 
that no one of the partners is affected in any way. 

Secondly, they were made at the end of the month against profits which 
were already earned, and to which the members of the firm were entitled. 

Finally, they do not exceed the profits made, but, on the contrary, the 
latter are a great deal in excess of the former. 

With regard to the solution of the second problem, the American 
method has been followed for both the Statement of Affairs and the 
Deficiency Account. 

‘It will be noticed that the item “ Z’s Household Furniture” is included 
in both the Statement and the Deficiency Account, in order to have the 
complete facts, yet it is omitted in the “ Nominal Value” column, as this 
column represents book values, and this item, surely, was not on the books 
of the firm. 

In the third problem the accounts are so arranged as to show the final 
balances on January 1, 1907. The Profit and Loss Appropriation Account 
is given for the purpose of charging the interest on capital against the net 
profits on trading. This act is justified from the wording of the problem: 
“The trading for the three years has resulted,” etc. 

In the solution of the third as well as the first problem a separate 
account was opened for current operations under the heading “ Drawing 
Account” and another account under the heading “ Capital Account,” the 
former being charged with Withdrawals or Losses and credited with all 
sources of income. The balance was carried to the Capital Account, which, 
if a debit balance, was charged against the investment; if a credit balance, 
it was added to the previous capital, the final balance showing Capital or 
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